
. 

COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

* * * * *  

I n  t h e  Mat te r  of: 

APPLICATION OF B & R GAS 1 
COMPANY TO I N C R E A S E  THE 
RATES CHARGED ITS CUSTOMERS ) 
PER 807 KAR 5 : 0 7 6  1 

CASE NO.  8 7 3 5  

O R D E R  

On December 1 ,  1982,  B d H Gae Company ("B d R") f i l e d  an 

a p p l l c e t i o n  w i t h  t h e  Commiss ion  t o  i n c r e a s e  i t s  r a t e s  c h a r g e d  f o r  

gas s e r v i c e  p u r s u a n t  t o  807 KAR 5 : 0 7 6 .  T h i s  r e g u l a t i o n  a l l o w s  

u t i l i t i e s  w i t h  4 0 0  or f e w e r  c u s t o m e r s  or $200 ,000  O K  l e s e  grose  

a n n u a l  r e v e n u e s  t o  u s e  t h e  a l t e r n a t i v e  f i l i n g  method t o  minimize 

t h e  n e c e s s i t y  for formal h e a r i n g s ,  t o  r e d u c e  f i l i n g  r e q u l r e a e n t s ,  

and  t o  s h o r t e n  t h e  t i m e  b e t w e e n  t h e  a p p l i c a t i o n  a n d  t h e  

Coaaiseion's f i n a l  O r d e r .  T h i s  p r o c e d u r e  m i n i m i z e s  r a t e  case 

e x p e n s e s  t o  t h e  u t i l i t y ,  a n d  t h e r e f o r e  r e s u l t s  i n  l o w e r  r a t e s  t o  

t h e  r a t e p a y e r s .  

B & H r e q u e s t e d  r a t e s  t o  p r o d u c e  a n  i n c r e a s e  in annual 

revenuer of $ 3 9 , 6 7 3 .  S u b s e q u e n t l y ,  B 6 H e u b m i t t e d  r e v i s e d  

a x h l b i t r  d e c r e a r f n g  i t r  p r o p o r e d  i n c r e a s e  t o  $ 3 0 , 6 1 5 .  B L R  

s t a t e d  I n  i t s  a p p l i c a t i o n  t h a t  t h e  i n c r e a s e  is n e c e s s a r y  t o  meet 

increased operating e x p e n e e s  a n d  t o  p r o v i d e  a d e q u a t e  s a l a r i e s  t o  

i t a  o f f i c e r s .  I n  t h i s  Order t h e  Commies ion  h a s  a l l o w e d  a n  

i n c t s a o e  i n  a n n u a l  r e v e n u e 0  of 9 1 6 , 8 2 4 .  



TEST P E R I O D  

B & H p r o p o s e d  a n d  t h e  Commiss ion  h a s  a c c e p t e d  t h e  12-month 

p e r i o d  e n d i n g  D e c e m b e r  31, 1981, as  t h e  t e s t  p e r i o d  I n  t h i e  

mat ter .  

VALUATION METHOD 

B 6r H p r o p o s e d  t h e  o p e r a t i n g  r a t i o  method as the b a e i s  f o r  

d e t e r a i n l n g  gas rates i n  this Case. The Comutiesion h a 6  u s e d  t h e  

o p e r a t i n g  t a t l o  method I n  d e t e r m i n i n g  r a t e s  i n  c e r t a i n  u t i l i t i e s  

f o r  t h e  l e s t  s e v e r a l  years and f i n d e  t h a t  t h e  r e s u l t s  of t h i s  

method h a v e  b e e n  r e a e o n a b l e  a n d  f a i r  to b o t h  u t i l i t i e s  a n d  

r a t e p a y e r s .  T h e r e f o r e ,  the Commles ion ,  a f t e r  c o n s i d e r a t i o n  of 

v a r i o u e  s e t h o d e ,  will u e e  t h e  o p e r a t i n g  r a t i o  m e t h o d ,  c a l c u l a t e d  

as f o l l o w s :  

O p e r a t i n g  E x p e n s e s  + D e p r e c i a t i o n  + T a x e s  
Gross R e v e n u e s  O p e r a t i n g  R a t i o  - 

REVENUES AND EXPENSES 

B C H had n e t  o p e r a t i n g  i n c o m e  of $ 3 , 0 7 0  f o r  t h e  t e s t  

p e r i o d .  I n  o r d e r  t o  r e f l e c t  c u r r e n t  o p e r a t i n g  c o n d i t i o n s ,  B br R 

p r o p o s e d  numerous a d j u s t m e n t s  to r e v e n u e s  a n d  expenses r e s u l t i n g  

i n  an 8 d j u a t e d  n e t  o p e r a t i n g  loss of $14,404. T h e  a p p r o p r i a t e  

l m v e l  of n e t  o p e r s t l n g  lors n a  d c t e r m l n c d  by t h e  Commission a f t e r  

c o n e i d e r a t i o n  of the p r o p o e e d  a d j u s t m e n t s  is $ 2 , 2 4 1 .  

The  Commiu8ion h a s  a c c e p t e d  B L H'a p r o  f o r m a  r e v e n u e s  a n d  

sxpentaes  w i t h  t h e  following a d j u s t m e n t s :  

A d m i n i s t r a t i v e  a n d  G e n e r a l  S a l a r l e s  

B 6 H p r o p o e e d  t o  i n c r e s e e  a d m i n i a t r e t i v e  a n d  g e n e r a l  

s a l a r i e s  by $16,375 i n  order to reflect t h e  f u l l - t i m e  s a l a r i e s  of 

-2- 



t w o  o f f i c e r s  who are  c u r r e n t l y  s e r v i n g  p a r t  t i m e .  T h e  t o t a l  

proposal c o n s i s t e d  of $ 1 4 , 0 0 0  f O t  t h e  p r e s i d e n t  of B 6 €I a n d  

$10,000 f o r  t h e  s e c r e t a r y - t r e a s u r e r .  In s u p p o r t  of t h i s  

a d j u s t m e n t ,  B Q E p r o v i d e d  a l i s t  of i n c r e a s e d  d u t i e s  r e q u i r e d  of 

t h e  two o f f i c e r s ,  a n d  s t a t e d  t h a t  more h o u r s  t h a n  w e r e  worked  

d u r i n g  t h e  t e s t  p e r i o d  would  b e  r e q u i t e d  to c o r r e c t  d e f  i c l e n c l e s  

i n  t h e  f i n a n c i a l  r e c o r d e ,  to p e r f o r m  a d d i t i o n a l  m a i n t e n a n c e  t o  

k e e p  t h e  s y s t e m  i n  good o p e r a t i n g  o r d e r  a n d  to comply  w i t h  

Commiseion s a f e t y  r e q u i r e m e n t s .  

The Commiss ion  a c c e p t s  B d El's p o s i t i o n  t h a t  i n c r e a s e d  

a t t e n t i o n  mus t  b e  d e v o t e d  t o  t h e  s y s t e m ,  e e p e c i a l l y  e i n c e  B & H 

h a s  c o n t i n u a l l y  b e e n  i n  v i o l a t i o n  of Commiss ion  s a f e t y  

r e g u l a t i o n s .  HQUeVet, t h e  C o m n i s s i o n  r e j e c t s  B 6 H ' s  a r g u m e n t  

t h a t  i t s  c u r r e n t  o p e r a t i n g  p r o b l e m 8  n e c e s s i t a t e  a n  l n c r e a e e  i n  

e a l a r i e e  of t h e  m a g n i t u d e  p r o p o s e d .  B h H s c k n o w l e d g e d  t h a t  i t s  

f i n a n c i a l  r e p o r t i n g  d e f i c i e n c i e s  h a v e  a l r e a d y  b e e n  c o r r e c t e d  a s  a 

r e s u l t  of t h e  d e s i g n  a n d  i m p l e m e n t a t i o n  of a new a c c o u n t i n g  

s y s t e m .  B & €i a l s o  s t a t e d  t h a t  i t s  gas s y s t e m  s a f e t y  p r o b l e m s  

n e c e s s i t a t e  major r e n o v a t i o n  a n d  r e p l a c e m e n t  of t h e  s y s t e m  r a t h e r  

t h a n  j u s t  r o u t i n e  m a i n t e n a n c e  p r o g r a m s  t h a t  would  be per fo rmed  by 

r e g u l a r  employeee. F u r t h e r m o r e ,  many of t h e  I n c r e a s e d  d u t i e s  t o  

be p e r t o r m e d  are ci t h o r  n o n r e c u r r i n g  o r  h a v e  been p r c v i o u r l y  

p e r f o r m e d  w i t h  min ima l  e f f o r t  rnd cost, such a s  r l g n i n R  c ,hacks ,  

o b t 8 i n i n g  i n s u r a n c e ,  a n d  m a i n t a i n i n g  t a r i f f 6  on a c u r r e n t  baiir. 

The Commiss ion  i s  of t h e  o p i n i o n  t h a t  t h e  e x p e n s e  o f  only o n e  

f u l l - t i m e  e m p l o y e e  l e  n e c e s s a r y  and  j u s t i f i e d  a n d  h a s  a l l o w e d  t h e  

p r o p o e c d  salary of $ 1 4 , 0 0 0  f o r  B 6r H ' s  p r e s i d e n t  f o r  r a t e - m a k i n g  
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purposes. T h e  disallowance of the additional salary results in a 

reduction in B Q E ' s  proposed operating expenses of $10,000. The 

Coaniission I s  aware that B & H may disagree with this adjustment 

and adviaee that i t  doea have the option to file a petition for 

rehearing. 

The reduction in salaries also necessitates a reduction in 

the amount of payroll taxes. Baaed on the allowed salaries 

expense of $14,000, payroll taxes should be $1,134,l a reduction 

in B & H ' s  proposed operating expenses of $810. 

Aoorti zation Expense 

B & R proposed an adjustment of $1,353 t o  include a 3-year 

amortization of unrecovered gas costs of $ 4 , 0 5 8  geld to Stanville 

Cas Transmission Company ("Stanville") in 1981. In December 1981, 

B & R passed on to its customers the cost of gas purchased from 

Stanville, a company attempting to act as an intermediary between 

B 6 E and ita eupplier of gas. T h e  Commission in C a s e  No. 8135-A, 

Petition Of B & Fi Gas Company For Authority To Adjust Retee In 

Accordance With The Purchased Gas Adjustment Procedure, ordered 

B 6 E to stop buying gae from Stanville because Stanvills had no 

legal authorlty to distribute natural gas in Kentucky. The 

Colamiseion a160 ordered B & R to refund any amounts collected in 

eXC.88 of the rate8 a p p r o v e d  by the Commlsaion. Becau8e thome 

unrecovered gas coots w e r e  not prudently incurred and because the 

transactions were unauthorized, the Commiesion ie of the opinion 

' Payroll Tax E x p e n s e  
Social Security Taxea ($14.000 X 6.7 percent) = $ 938 
Unemp 1 oymen t ~ i x e  s ($14;000 X 1.4 percent) - 196 

T i x n  
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that u n r e c o v e r e d  gas c o s t a  a t e  n o t  t e a e o n a b l e  e x p e n e t s  t o  be 

i n c u r r e d  by t h e  r o t e p a p e r e .  A c c o r d i n g l y ,  t h i e  p r o p o e e d  n d j u e t m e n t  

h a s  b e e n  r e j e c t e d .  

T h e r e f o r e ,  B 6 R ' 5  t e a t  p e r i o d  o p e r a t i o n s  a r e  a d j u s t e d  a5 

f o l l o w s :  

B 6 H P r o p o s e d  A d j u s t m e n t s  A d j u s t e d  

O p e r a t i n g  R e v e n u e s  $ 5 8 . 4 0 7  $ -0- $ 5 8 . 4 0 7  
O p e r e t l n g  E x p e n s e s  7 2  ; S l l  (12,163) . 60'648 
Net O p e r a t i n n  Income $ ( 1 4 . 4 0 4 )  3 1 2 . 1 6 3  $1 - 
f n t e t e e t  E x p e n s e  4 ,109  -0 - 4,109 

He t Income $ ( 1 8 , 5 1 3 )  $ 1 2 , 1 6 3  $ ( 6 , 3 5 0 )  

REVENUE REQUIREMENTS 

The Commiss ion  i s  of t h e  o p i n i o n  t h a t  a f a i r ,  j u e t ,  a n d  

r e a s o n a b l e  o p e r a t i n g  r a t i o  is 88 p e r c e n t  In t h a t  i t  w i l l  p e r m i t  

B Q E t o  p a y  i t s  o p e r a t i n g  e x p e n s e s  a n d  p r o v i d e  a r e a s o n a b l e  

r e t u r n  to i t s  owners .  T h e r e f o r e ,  the Commiss ion  is o f  t h e  o p i n i o n  

t h a t  B & W le e n t i t l e d  t o  l n c r e a e e  i t a  ratee t o  p r o d u c e  t o t a l  

r e v e n u e s  of $ 7 5 , 2 3 1 *  for an i n c r e a e e  i n  revenues of $ 1 6 , 8 2 4 .  

SUMMARY 

T h e  Commission, a f t e r  c o n s i d e r a t i o n  of t h e  e v i d e n c e  of 

record a n d  b e i n g  a d v i s e d ,  i s  of t h e  o p i n i o n  a n d  f l n d e  t h a t :  

1.  T h e  r n t e e  propoeed b y  B 6 H a r e  u n f a i r ,  u n j u s t  a n d  

u n r e a s o n a b l e  i n  t h a t  t h e y  would p r o d u c e  r e v e n u e s  i n  c x c e e s  of 

those f o u n d  r e a s o n a b l e  h e r e i n  a n d  s h o u l d  be d e n i e d .  

$ 6 0 , 6 4 8  (Operating Expensam) + 5 1 , 9 4 0  ( S t a t e  and F e d e r a l  
Income T a x e s )  t 8 8  p e r c e n t  - $ 7 1 . 1 2 2  + $6 ,109  ( I n t e r e a t  
t x p e n a e )  - $ 7 5 , 2 3 1 .  
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2 .  The r a t e e  i n  A p p e n d i x  A are t h e  f a i r ,  j u s t  and 

r e a e o n a b l e  r a t e e  to c h a r g e  f o r  g a e  e e r v i c e  r e n d e r e d  b y  B 6 R i n  

t h a t  t h e y  will p e r m i t  B & H t o  m e e t  i t a  o p e r a t i n g  e x p e n s e s  a n d  

p r o v i d e  a r e a e o n a b l e  r e t u r n  t o  i t s  o w n e r e .  

I T  IS THEREFORE ORDERED t h a t  t h e  r a t e s  p r o p o s e d  by B & R b e  

a n d  t h e y  h e r e b y  a re  d e n i e d .  

IT I S  PURTEER ORDERED t h a t  t h e  r a t e s  i n  Appendlx  A b e  a n d  

t h e y  h e r e b y  a r e  t h e  f a i r ,  j u s t  and r e a e o n a b l e  r a t e s  f o r  B 61 R to 

c h a r g e  f o r  g a s  s e r v i c e  rendered on a n d  a f t e r  t h e  d a t e  of t h i s  

O r d e r .  

IT IS FURTHER ORDERED t h a t  B & H s h a l l  f i l e  w i t h  t h i s  

Commission v i t h i n  30 d a y s  of t h e  d a t e  of t h l e  O r d e r  its t a r i f f  

s h e e t s  s e t t i n g  f o r t h  t h e  r a t e s  a p p r o v e d  h e r e i n .  

Done a t  F r a n k f o r t ,  K e n t u c k y ,  this 31st day of May, 1983. 

P U B L I C  SERVICE COHHISSION 

V4ce C h a i r m a n  1 

C o m a i e e i o n e t  

ATTEST : 

Secretary 



APPENDIX A 

APPENDIX TO AN ORDER OF THE PUBLIC SERVICE 
COPMISSION IN CASE N0.8735 DATED May 31, 1983. 

The following rates are prescribed for the customers in 

the area served by B&H Gas Campany. A l l  other rates and chargee 

not specifically mentioned herein shall remain the same as those 

in  effect p r i o r  to the date of th is  Order, 

RATES: Monthly 

F i r s t  2 M c f  
Next 8 Mcf 
N e x t  20 Mcf 
Over 30 Mcf 

$5,2807 (Minhum BI11) 
2,3183 Per M c f  
1.9965 Per Mcf 
1,8033 P e r  M c f  


